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INTRODUCTION 


This is an appeal by Plaintiff-Appellant, Wallace Clark & 
Co., Inc., (Wallace CLark)' from the Judgment and Order (A 60) 
of Honorable Edward Weinfeld dismissing the third count (A 4) of 
Plaintiff's delaratory judgment complaint alleging pétent in- 
validity. Judge Weinfeld, treating Wallace Clark's motion (A 33) 
to determine its right to allege invalidity as one for summary 
judgment, had .uled that Wallace .' irk, as a matter of law, was 

uded from alleging invalidity as a defense to a contract 
claim for royalties because of the res judicata effect of a prior 
consent judgment. Judge Weinfeld's two opinions are reported 
394 F. Supp. 393, 1 86 U.S.P.Q. 138 (A 39) and at ____si‘F.. ~- Supp. 
___. 187 U.S.P.Q. 57 (A'51). 

In the Judgment and Order entered, Judge Weinfeld certified 
that there was no reason for delay in the entry of Judgment and 
formally directed the entry of Judgment under Rule 54(b', FRCP, 2 
dismissing the third count. (A 60). 


Notice of Appeal was timely filed. (A 62). 


History of Proceedings 


This action is the third action hetween Wallace Clark and 
Acheson involving issues of validity and infringement of Acheson's 
Patent No. 2,976,257. The first action was instituted by Wallace 
Clark in December of 1971 for declaratory judgment of invalidity 


of Acheson's patent and its noninfringement by Wallace Clark's 


manufacture and sale of its product Meta-Tef 530 and other products. 


That action was settled by the parties entering into a license 
agreement (A 7), in which Acheson required Wallace Clark to 
enter into a consent decree. 

Paragraph 17 of this agreement reads (A 12): 

“Promptly following the execution of this 

agreement the LICENSEE and LICENSOR agree to 

secure the dismissal of Civil Action No. 

71-5655 in tne United States District Court 

for the Southern District of New York in 

accordance with the terms of the attached 

Appendix A dismissal document.” 
The subject decree (A 15) was submitted to and was routinely 
signed by Judge Cannella. The decree provided that the patent 
was valid and infringed by on y one product, the "530" compound 
and expressly stated that the “decree may not be cited as an 
adjudication of contested issues." (A 15, par. 3). 

The licenze agreemert required a minimum royalty of $7,500 
per year (A 9) and was n vancellable (A 12, par. 16). No know-how 
was involved (A 13, par. 18) and the license agree ient is to be 
construed under Michigan law (A 12, par. 19). 

Wallace Clark made all the royalty payments required for the 
yrars 1972 and 1973 and then discontinued to make the specific 
Meta-Tef 530 product (the only product involved in the consent 
decree). On January 1, 1974 Wallace Clark discontinued paying 
the minimum royalty. No running royalties are due or in issue 
here since Wallace Clark contends the products it now makes are 
non-infringing and Judge Weinfcld expressly st.ted that Wallace 
Clark has the right to raise the issve of non-infringement as to 
products other than the "530" (394 F.Supp. at 402) (A48); A52-53). 


atia 


In April of 1974, Acheson filed an action in the Michigan 


State Circuit Court against Wallace Clark for royalties due (A17) 


and Wallace Clark counterclaimed for declaratory judgment that 


it had the right to contest validity and allege invalidity and 


noninfringement as a denial to Acheson's Claim for royalty. Since 


January, 1974, Wallace Clark was in the position of being required 


to pay a minimum royalty for sales of products outside of the 
decree and the patent. 

In June of 1974, Wallace Clark brought this in the art 
below for declaratory judgment alleging the same claims as the 
defenses and counterclaims in the Michigan action. (A 1) 

With suits pending in both Michigan and in the court below 
involving the same issucs, Wallace Clark moved in the Michigan 
court for a stay, dnd alternatively for summary judgment as to 
its right to allege invalidity and noninfringement as defenses 
to t « contract claim for royalties. (A 63-64). Simultaneously, 
Acheson moved for a stay in this court and Wallace Clark cross 
moved, for a determination of its right to allege invalidity and 


noninfringement as defenses to the claim for royalties. 


While the motion was pending before Judge Weinfeld, the Michic:: 


Circuit Court, Hon. Blair Moody, Jr., denied Wallace Clark's 


motion for stay, but ruled in favor of Wallace Clark as to the me: 


in an opinion dated October 3, 1974 and in an opinion on recon- 


sideration dated November 29, 1974 (AG3) (reported 184 USPQ 497). 


Judge Moody's decisions are premised primarily on the impact of Lear * 
Pp } y = 


Adkins, 395 Uc 653 and secondarily on the ground that the consent 
decree was specifically worded to preclude using it as an 
adjudication of contested issues and construed it as nothing 
more than an order granting a stipulated dismissal (A 64). 

Acheson requested leave to appeal which Judge Moody granted 
(A 66), but then Acheson decided to withdraw both ite motion 
to stay before Judge Weinfeld (A 37) and its motion for leave to 
appeal before Judge Moody and to pursue the litigation in the 
court below. Wallace Clark was: also willing to adjudicate the 
issues in the Southern District.* 

Wallace Clark then stipulited to a dismissal of the Mienscar 
acticn without prejudice (A 67). Judge Weinfeld, being infornec 
of the dismissal, then proceeded to rule on the merits and 
rendered his opinion April 28, 1975 (A 39). Wallace Clark ther 
moved for reconsideration and for leave to appeal, particularly 
on the issue as to whether the res judicata holding operated as 4 
bar to any defense to the claim for minimum royalties in a contrac*® 
suit. Judge Weinfeld's second opinion of July 21, 1975 (A 51), 
limited Wallace Clark's right to appeal only to the dismissal of th 
third count of the complaint invoking Rule 54, PRCP, (A 53) thus 


presenting the issue to this Court as one primarily of law. 


Wallace Clark is a small company having offices in New York City 
and nearby New Jersey. Its counsel's office is in New York City. 
Wallace Clark thought that it was desirable to proceed i: the 
Southern District in New York because it was more econorM ul, had 
experienced judges in patent matters, and further because of its 
liberal rules of discovery which facilitate the proof the defenses 
relating to patent invalidity. 


Recon. .de ration was denicd and Judge Weinfeld further dis- 


missed Acheson's cause of action alleging contempt, since the 
decree contained no injunctive provision (A 54). 

It is implicit in these opinions that Wallace Clark has 
no defense to the contract requiring minimum royalties for the 
life of the patent, although tallace Clark may not be infringinc 


the patented invention or violating any provision of a consent 


decree. 


STATEMENT OF THE QUESTIONS PRESENTED 


l. ‘Where a patent license requires the entry of a consent 
judgment adjudicating validity and one product as infringing, 
is the question as to whether validity may be raised as a defense 


to a claim for royalty payment governed by state or federal law? 


2. May a licensee raise validity as a defeise to a claim for 
royalty payment where a consent judgment had been entered 


adjudicating validity? 


a) Has there been an adjudication of validity where 
the decree expressly states that it may not be cited as an 


adjudication of contested issues? 


POINT I 
THE LEAR RULE SHOULD 
APPLY TO THIS 
CONTRACT DISPUTE ' 
In Lear v. Adkins, 395 U.S. 653 (1969) the Supreme Cort 
held that a licensee may challenge patent validicy as a defense 
to royalty pzyments notwithstanding binding contract principles. 
The purpose of this holding was not merely to put «¢°:de a aubious 
doctrine of licensee estoppel, but to give force to the public 
interest policy which limits monopolies only for inventions which 
meet the strict standards set forth in the Constitution and 
Congress. The Court gave licensees as a class standing to challenge 
validity since licensees would be the one group having an economic 
interest in raising the issue of royalty. In Blonder~Tongue 
Laboratories v. University of Illinois Foundation, 402 U.S. 313, 
346, (1971) the Supreme Court interpreting Lear, said: 
“Lear permits an accused infringer to accept a 
license, pay royalties for a time, and cease 
paying when financially able to litigate, secure 


in the knowledge that invalidity may be urged 
when the fr atee licensor sues for unpaid royalties." 


. Judge Weinfeld's opinion refused to extend the principles of 
Lear to a license agreement where a prior consent judgment was 
issued holding the judgment to be res judicata; and he denied 
Wallace Clark the right to raise invalidity as a defense to a 
claim for royalties based on a contract which required the entry 
of consent judgment. 

His holding, we submit, is inconsistent and directly in 


conflict with the decisions of the 7th Circuit, Kraly v. The 


National Distillers and Chemical Corporation, 502 F. 2d 1366 
Pa, Pas 


(7 Cir. 1974) (consent decree and seitlement agreement); Crane 
Aeroquip Gorp,, 504 F. 2d 1086, 1092 (7 Cir. 1974); USM Corp. v. 
Standard Pressed eteel Co., 184 USPQ 476 (N.D. ILL. 1974) (consent 
decree), as well as being in direct conflict with the Michigan 


Circuit Court in Acheson Industries, Inc. Vv. Wallace Clark & 


Company, Inc., 184 USPQ 497 (A63). It is further inconsistent 


with the lower court Kraly decision, Kraly v. National Disti By 


and Chemical Corp., 319 F. Supp. 1349 (N.D. Ill. 1970) (Will, J.) 


which was yeferred to approvingly by the Supreme Court in Blonce 


402 US at 345, f.n. 43, and with Massillon-Cleveland-Akron Sicn 


Co. v. Golden State Adv't Co., 444 F. 2d 425 (9 Cir.) Cert. Genies, 


402 U.S. 873 (1971); Rialto Products Inc., Vv. Rayex Corp., ___ 

NYS 26).-% 166 USPQ 222 (settlement agreement). See also Brose 
v. Sears, Roebuck and Company, 455 F. 2a 763, 767-768, f.n. 7, 

(5 Cir. 1972), (also referring to Kraly approvingly). These cases 
held the public interest to be primary and pervasive. 


Schlegel Mfg. Company v. USM Corp., ___ F- 2a (6. Cer 29 


(Appeal No. 74-2256, decided September 25, 1975), and Broadwis 


Chemical Corp. v. Loctite Corp., 474 F. 2d 1391, 1995 (4d Cir. 197 


involved contempt actions and considered the issue here. Schies 
expressly disagreed with Kraly putting the Sixth Circuit 
with the Seventh and simply elected one policy over the other. 

Broadview did not decide the issue. Broadview involved a 


contempt action originating well before Lear. The trial court 


after an evidentiary hearing, adjudicated infringement and therefor 
contempt. Invalidity was not raised as a defense in the trial cou 


On appeal, it was raised for t he Cirst time and was quickly dismiss’ 


-h- 


. 


Broadview is at least different because invalidity was not raised 


in a case adjudicated on its merits during trial. Broadview 
began in 1964 and was before this Court three times and this Court 
decided to put the issue to rest after nine years of litigation. 
The .ssuc presented then is whether the consent decree bars Wallace 
Clark from raising the Lear invalidity defense to the license 
agrecment. This issue has not been resolved in this circuit. 

te Law Should Govern 
On @ Contract Question — 

Contempt is a different proceeding than a suit on a contract 
for royalties. In the present case, Acheson could cancel the 
license agreement exposing Wallace Clark to the decree. However, 
Acheson preferred to maintain the suit as one of contract. 

The issue as to the right to raise a contract defense is a 
contract issue; state law should govern although there exists a 
question as to patent validity. American Harley Corp. v. 

Irvin Industries, Inc., 27 N.Y. 2d 168 (N.Y. Ct. App. 1970), 167 
USPQ 553; Research Frontiers Inc. v. Marks Polarized Corp., 290 F. 
Supp. 725 (E.D.N.Y. 1968), 169 USPQ 547; Wade v. Lauder, 165 U.S. 
624 (1897). And since the agreement provides that Michigan law 
governs (Al3), the decision of the Michigan Circuit Court is entitlec 
to great weight, if not being decissive as to whether a contract 
defense may be raised. The decree in issue here specifically recites 


that it may not be cited as an adjudication of contested issues. It 


expressly omitted the requirement against using or citing the 
decree, “against third parties" only upon which P.C.R. Golf Sall 
Co., Inc. v. Chemold Corp., 361 I. Supp. 187 (E.D.N.¥. 1973). rests. 


This was o ce basis of the Michigan Court's decision: 184 USPYQ 


at 498-499 and 499-500 (A 64-65, 65-66). 


The only New York state case discussing se. clement agreemen 
and dismissal of federal patent actions, Rialto Products, Inc. v. 
Rayex, Corp., ___ NYS 2d __,- 166 USPQ 222, expresses public 
policy consistent with Judge Moody's opinions. 

Inasmuch as the highest state courts of Michigan and New York 
state have not ruled dispositively of the i~sue, we will discuss 
the issue on its merits although we submit, that until such highest 


court has ruled or overruled state law is what the lower court says 


tt i. 


-10- 


RES JUDICATA DOES NOT 
REQUIRE CONSENT DECREE ESTOPPEL 


We recognize that a consent judgment is more than a mere 
agreement between the parties. But res judicata always yields 
to considerations of public policy. In Mercoid Corporation v. 
Mid-Continent Investment Company, 320 US 661, 670, (1943). the 
Supreme Court said: 

“But the patentees and licensees cannot secure 
aid from the court to bring such an event to 
pass, ‘unless it is in accordance with policy 
to grant that help"***And the determination of 
the policy is not ‘at the mercy’ of the parties 
nor dependent on the usual rules governing the 
settlement of private litigation. ‘Courts of 
equity may, and frequently do, go much farther 
both to give and withhold relief in furtherance 
of the public interest than they are accustomed 
to go when only private interests are involved." 
***'wWhere an important public interest would be 
prejudiced', the reasons for denying injunctive 
relief ‘may be compelling.'”. {Citations omitted] 
The Mercoid decision was designed to protect the public against 
an illegal monoroly which underlies this dispute. 
Considerations of public policy intended to finally end a 


dispute -- the basis of res judicata -- may be outweighed by counter- 


vailing of public policy consideratiors. In Agrashell, Inc. v. 
Bernard Sirotta Company, 281 F. Supp. 704, 708 (E.D.N.Y. 1968 the 
Court noted: 

“Even res judicata in its strictest aspect yields 


where an issue deeply invested with public concerns 
is involved." 


See also “Comment Note - Res Judicata as Subject to Exception When 


Its Application would be Opposed to Public Policy”, 320 US at p. 680. 


—its 


arose early in patent cases, appearing in Addressograph-Multigraph 


v. Cooper, 156 P. 2d 483 (2d Cir. 1946). In Addressograph-Multigraph 


this Court recognized the special circumstances attendant to consent 


The conflict between res judicata and the public interest 


decrees and noted that the doctrine of res judicata is limited 


by the public policy* against monopoly. 


"But, logic notwithstanding, it does not 


follow that to hold a patent invalid if it 
is not infringed, is also tc decide a hypo- 
thetical case. The reason for this is the 
importance to the public generally that an 
invalid patent “should not remain in the art 
as a scarecrow." Then in Mercoid Corp. v. 
Mid-Continent Investment Co., 32° U.S. 661, 
670, 64 S. Ct. 268, 88 L. Ed, 3 the 
Supreme Court held that in patent cases, as 
in other litigation, equitable relief should 
be either extended or limited as the public 
interest may require, and that as a result 
the doctrine of res judicata in pz' ont cases 
is limited by the public policy against 
monopoly." 


—_— -— 


*Address 


raph relied upon Cover v. Schwartz, 133 F. 2d 541, 


The Court said at pg. 48 


545 


c 


= F 


(2d Cir. 1943) in which this Court identified one aspect of public 
interest: 


“Indeed, since the public is affected, there is 


much to be said for a decision in such a case as to 


the invalidity of the alleged patent monopoly 
(either alone or in conjunction with a decision 
of non-infringement) whenever the issue of in- 
validity is before the court and the evidence 


warrants such a decision. For a decision as to 
invalidity will tend to discourage suits against 
others based on that patent, and mere threats of 


patent suits, due to the expense of defending 
such litigation, may often prevent lawful compe- 
tition which will be in the public interest;" 
{Emphasis added] 


4 N 
‘ . 
. 


“Orn tne basis of these cases, particularly 

Cover v. Schwartz and Electrical Fittings 

Corp. v. Thomas & Betts Co., supra, we 

would find no difficulty whatever in reaching 

the conclusion that the consent decree in 

the former suit would not operate to estop 

if non-infringement had been directly adjudi- 

cated herein. But even though we can only 

say that the consent decree left the issue 

of infringement without adjudication, never- 

theless, we think on grounds of public policy 

we ought to rule that in a decree, 43t least 

in one entered by consent, either an adjudication ) 
of infringement, or a grant of some relief 

from which infringement may be inferred, is 
essential before any effect of res judicata 

can be given to it on the issue of validity. 

In other words, we think the fublic interest 

in a judicial determination of the invalidity 

of a worthless patent is great enough to warrant 
the conclusion that a defendant is not estopped 
by a decree of validity, at least when the 
decree was by consent, unless it is clear that P 
in the litigation resulting in the decree the 

issue of validity was genuine." 


In Addressograph-Multigraph, this Court only decided that a 


consent decree which merely decided validity did not estop a party 
from later contesting validity. Foreshadowing the problems in- 
volved in licensee estoppel and consent decrees, this Court cdmpromised. 
It held that either an adjudication of infringement or a grant of 

relief was required. A distinction was drawn in that a holding of 
validity is a hypothetical matter whereas a holdiny of validity and 
infringement is an actual adjudication.* This compromise is questionable 


for reasons set forth in Judge Clark's dissent in Addressograph. 


*There was more of an adjudication of validity in Addressograph 
than here where the decree expressly states that it may not be 
cited as an adjudication. 


wil 3a 


-” 
Judge Clark's view seems stronyer in light of Sinclair ana Blonder. 

Since Sinclair, and given the breadth of tne declaratory 
judgment, validity itself is an issue providing collateral estoppel 
(see also Blonder, 402 U.S. at 3. ,. If the distinction in Addresso- 
graph remains as valid, then the problem resolves itself merely to 
correct draftemanship to give a consent decree res judicata effect. 

A judge does nothing more than put his signature on a consent 
judgment; there is hardly an adjudication of anything whether it be 
validity or infringement. Such draftsmanship has no correlation 
with advancing any public policy. 

As we see in this case, a license agreement requiring a consent 
judgment that only one product is infringing and a recitation of 
validity in such ij1dgment is catapulted into a minimum-royalty, 
no contest, no termination license to which the Lear defense is 
emasculated.* The consent judgment becomes the vehicle for justi- 
fying otherwise illegal license provisions. 

The impact of Lear does not in any way affect the holding of 
Addressograph, because the holding in Addressograph was merely that 
there was no estoppel. Thus, we do not seek to overrule Addressograps 
but to extend the application of Lear. 

Addressograph does stand for the proposition that the public 
interest determines whether a consent decree is to be given full 


res judicata effect. Addressograph weakened consent decree estoppel 


a ee ; 
*we submit that when a license requires minimum royalties for th 


life of a patent, a non-termination clause, and a consent decree-- 
all taken toygether--there is «| misuse and allows the detense ot 
validity to be raised. 


when it was decided thirty years ago. It is ironic that it is now 
used as the leading case to strengthen consent decree estoppel. 
We turn now to an analysis of the components of the public 


interest, referred to as the unruly horse by Judge Friendly. 


} 
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POINT ii 
THE PARAMOUNT PUBLIC INTEREST 
IS THE ADVANCZMENT OF THE 
ARTS AND SCIENCES 

Much of the character of the public policy has evolved from 
decisions of this circuit expressing open skepticism to -the legi- 
timacy of untested patents. 

In Texas Co. v. Sinclair Refining Co., 87 F. 2d 690, 693 
(2d Cir. 1937), (L. Hand, J.) it was stated: 

“The patent seems to us another instance of 


a kind which must become more and more common 
as the arts advance in understanding and 


multiplication of detail, only a correlary of 
what had gone before, demanding no more than 


the competent use of knowledge already at hand. 


Courts have always discouraged efforts to dress 


up such advances which exploited by well or- 
ganized selling, as inventions; that discouragement 
was never more proper than at the present time, 
at least while a patent law remains as archaic 
as it is." [Emphasis added] 
Judge Hand's expressions have become patent classics. He 
referred to a patent as “a variant in vacuo", or a "scarecrow"; 
he made the "ant-like persistency of patent solicitors" as "leading 
inexorably to but one outcome", an unanswered criticism of ex parte 
patent procurement. Dugan v. Lear, Inc., 156 F. 2d 29, 32 
(2 Cir. 1946); Bresnick v. United States Vitamin Corp., 139 F. 2d 
239, 242 (2d Cir. 1943); Lyon v. Bob, 1 F. 2d 48, 50 (SDNY 1924). 
The standards of patent validity recognized in this Circuit in 


1955 as having become more exacting in recent years, Wright Way 


Engineering Co. v. Melard Manufacturing Corp., 219 F. 2d 329, 394 
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(2d Cir. 1955) (L. Hand, J.), are now established. It is now well 
recognized that the standard is severe, and, in short, patent office 
decisions rarely meet the Constitutional and Congressional patent 
standards (see Patent-Nonobvious Character, 23 ALR Fed. 326, 351-353), 


as well as the standards ‘mposed by this Court. See Graham v. John 


Deere, 383 US 1 (1966), Koppers Company, Inc. v. S & S Corrugated 


Paper Machinery Co., Inc., F. 2d » 185 USPQ 705 (2 Cir. 1975) 


and Zoomar Inc. v. Paillard Products Inc., 258 F.2d 527 (2d Cir. 1958). 
Public policy is paramount and a patent "by its very nature is 


affected with public interest." Blonder, 402 U.S. at 343. See 


ta 
5 


Sinclair Carroll Co., Inc. v. Interchemical Corp., 325 U.S. 3 
332. (where the Court required an adjudication of patent validity 
first since the purpose of the patent system is not one of reward, 
but to advance the arts and sciences.) 

Yet the Patent Office is not effective in protecting the 
public interest against the issuance of invalid patents. The 
Supreme Court has repeatedly recognized the difference between the 
standards of the Patent Office in piocurement and the standards 
of the federal court. In Graham v. John Deere of Kansas City, 383 
U.S. 1 (1956) the Supreme Court said: 

“We have observed a notorious difference 
between the standards applied by the 


Patent Office and by the Court." 


Since Judge Hand's decisions, Courts in this circuit have 


recognized the ease with which patents are granted on non-inventions. 


Lorenz v. F.W. Woolwor-h Co., 305 F. 2d 102, 105, fn. 6 (2G Cir. 1962). 


One “flimsy” and “spurious” patent was held invalid by Judge Tenney 
as anticipated by Euclidian geometry. Ken Wire & Meta: Prod. Inc. 
v. Columbia Broadcasting Co., 338 F. Supp. 624,628 (S.D.N.Y. 1971). 
By their very nature, weak and scarecrow type patents are frequent 
in litigation. Guide v. Desperak, 249 F.2d 145,148 (2d Cir. 1957). 

Judge Dooling commenting on patent solicitation* observed: 

“Now, what the courts are afraid of is that 
every time that happens, and you see this 
terrible imbalance of skill, the de*ermined 
lawyer going back and back and back and 
back, rephrasing, dodging, punching, and he 
gets the examiner to feint at him, he slips 
the punch, and he comes through. 

“And then there is that terrible gap at the 
end where the patent examiner said ‘All 
claims are disallowed’ and then the next 
document turns up. I'm very grateful for 
the courteous interview; all claims are 
allowed, including a few that nobody had 
talked about before." 

Statistics quantify the feeling expressed in the foregoing 
cases. A great majority of patents are held invalid upon ad- 
judication; the Second Circuit has hela only 18% of the patents 
that have come before it as valid in the period 1961 to 1973 anc 
from 1966 to 1973 the United States Court of Appeals have held 


277 out of 403 patents invalid (see Tables 1, 2, 3 of Baum, “The 


Federal Courts and Patent Validity: An Analysis of the Record", 


Journal of the Patent Office Society, Vol. 56, pp. 760-762 (December 


*Quoted in the APLA Bulletin of October-November 1970, at pp. 81'-816. 
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1974) (copy attached)* . Many judges tend to lose faitn in the 
patents issued. Some judges refuse to sign consen* judgments. 

The economic power of the strong is reflected in the success 
of patent procurement and litigation. They can carry hea, patent 
litigatior expenses and infringers are motivated to “buy one's 
peace” as it is “often less troublesome." Ruben Condenser Co. v. 
Copeland Refrigeration Corporation, 85 F.2d 537 (2d Cir. 1936); 
Cleveland Trust Co. v. Qsher & Reiss, Inc., 109 F.2d 917, 922 
(2d Cir. 1940). breuss v. G.E., 392 FP. 2d 29, 36 (2 Cir. 1968). 

Economic strength is obviously helpful in obtaining patents. 
Former Justice Fortas, commenting on the reasons for the difficulty 
that federal judges found in dealing with patent cases**, noted: 

“Most judges, rightly or wrongly, are inclined 
to think that a strong, well-financed applicant 
has a pretty good chance of getting at least 
some patent claims allowed somewhere along the 
line, and they don‘t have much confidence in 
the process or respect for the result.” 

The Supreme Court has recognized financial Surdens imposed 
in litigating a patent suit when a businessman is least able to 
defend one (Blonder, 402U.S. at 334-336) and the "nuisance 


settlements” that are prevalent (Blonder, 402 U.S. at 342). 


In Blonder, the Court referring to Senate testimony took note of 


*Addendum A. See also, the tables in Dunner, et al, Patent Law 
Perspectives, "1971 Developments", pp. App. 38, 39 (copies annexed 
as Addendum B.) 


**Journal of the Patent Office siocicty, Vol. 3, No. 12, December 
1971, at p. 810. 


nuisance settlements (402 US at 242 
“These nuisance settlements, altlowgh dis- 
tasteful, are often, under the present 
system, justified on pure e= nomics. 
“*n many instances the very survival of 
the small businessman may be at stake. 
His cost of fully litigating a claim against 
him can seriously impair his ability to 
stay in business." 

Consent decree estoppel, as part of a nuisance settlement, is 
no minor matter. It is estimated that 72% of all patent cases between 
19449 and 1953 were dispcsed of by consent. The disparity as to 

alidity between the consent > and the contested disposition on 

the merits is great. See “To Bind or Not to Bind: Bar and Merger 
Treatment of Consent Decrees in Patent Infringement Litigation”, 74 
Colum. L. Rev. 13.2, 1330-1331, see also fn 60 (Nov. 1974). 

The financially strong have an advantage in procuring patents, 
as well as forcing settlements. With the test of patent validity 
now established to be a severe one, and with licensee estoppel put 
to rest, and with settlement agreements having the same status as 
license agreements, the only artificiality left to protect an in- 
valid patent is consent decree estoppel if permitted by the Court. 

We submit that only patents which meet Constitutional and 
Congressional standards may be legitimate monopolies because of the 


nature of the public interest and the Constitutional mandate. 


Consent decrees do not allow for a different standard. 


ae; 


IV 


POINT 


IS INCONSISTENT WITH THE POLICY 


THE RATIONALE OF SCHLEGEL 
OF LEAR AND BLONDER-TONGUE 
| 


Settiemen gqreements Are Not Now 


Given Finsi Adjudication Status 

“hiegel emphasized the importance of settling patent suits. 
B\c onee Lear established that a licensee could raise invalidity 
as a defense, it was applied to a settlement agreement which was 
considered in the nature of a license agreement and not a Court 
decree. Therefore, the decisions of Kraly, of Rialto, and of 
Massillon-Cleveland-Akron Sign Co., held that no estoppel existed at 
all in settlement agreements. The policy of promoting settlements 
in court litigation did not limit the overriding and broadening 
emphasis to be given to public policy in these cases. See Kraly, 
319 F. Super. at 1352.* 

However, what difference is there between a settlement agreement 
and a court decree with respect tc promoting settlements? We submit 
that as to this point, if settlements and the conserving of judicial 
resources are more important considerations than the public interest 


in the free flow and use of ideas and the removal of scarecrow and 


variant patents, there should be no difference in treatment between 


a consent decree and a settlement agreement. Both serve the same 
end. If one is good, so should the other. 
*"No contest” provisions are implicdly disapproved in Kraly, cxpressly 


disapproved in Massilon, but impliedly approved by Judge Weinteld 
based on the consent decree. 


Sanctity of Decrees Is 
Not The Main Issue 


The main difference between a consent decree and a settlement 
agreement is the sanctity and integrity of a court judgment. We 
have recognized since this litigation began that a court. judgment 
should not be entered if it could be disregarded or violated*. 
However, as a matter of overall policy, consent decrees should not 
be issued in patent cases or worded to make validity a finally 
adjudicated issue. Adjudication should result only from a judgment 
by a court on contested issues at the trial. In this way, the sanctity 
of a court decree would not come into question. 

Judicial Involvement Should 
Not Be The Test 

In the Schlegel case, the court said that it was "not prepared 
to find tha’ judicial involvement in a consent decree is so in- 
consequential as to justify different treatment [of the consent 
decree]". Judicial involvement may be presumed the moment a 
complaint is filed. But there was more judicial involvement in 


Addressograph than there was in either Schlegel or in this case. 


*Wallace Clark is not violating a provision of any court decree for 


three reasons. First, it no longer makes the substance Meta-™ f 530 
which is the only product identificd in the consent decree a 
Judge Weinfeld recognized has the right to prove this at tri 
secondly, it is licensed if there is any such infringement; ana .ore 
importantly, there is no injunction provision in the decree. 


Sey by ee 


Judicial involvement is not equivalent to an adjudication. An 
adjudication requires a judicial decision, whereas judicial in- 
volvement in a consent decree merely involves the court's acting 
upon stipulations presented by counsel. We submit that the Sixth 
Circuit comment as to judicial involvement is not the correct 


criteria for determining whether res judicata status should be granted 


Consent Decree Res Judicata 
Does Not Require Early Patent 
Attack 

The Schlegel court recognized the public interest in stripping 
an invalid patent of its monopoly, but limited this policy in time so 
that it be performed as early a date as possible. The Court reasoned 
that this would force litigants to litigate the issue of validity. 


However, the court failed to recognize that settlement agreements 


do not have to end in a consent decree; and such settlement agree- 


ments allow the issue to be presented at a later date. 


s 
The Court also reasoned that the consent decree, if given res 


judicata status, would allow an infringer to forego attack until 
favored by a stronger financial position. Yet, this is the very 
problem to which Lear addressed itself. Licensees frequently take 
a license at a time when they are economically weak, just starting 
in the manufacture of a product, or starting a new business in the 
face of an entrenched patentec with more economic resources. 


Licensees, as a class or individually, become stronger with the 


comiuercia 


success. 


in Lear that the economic incentive to challenge validity ripens 


with time. While Lear was premised on this assumption, it is express] 
rejected in Schlegel. Further, the economic consequences resulting 
in higher consumer prices expressly noted in Blonder, 402 US at 346, 
were virtually ignored by the Schlegel court and the court below.* 
Settlement agreements would be still frequent in patent liti- 
gation even, as we urge here, they lack the finality and certainty 
which true res judicata status achieves. After a first litigation, 
parties have a better understanding of the basic strength or 
weaknesses Of a patent; there are sufficient practical deterrents 


to secend patent litigations based upon the high cost today of 


patent suits and the time expended in litigation. 


*"This has several economic consequences. First, the alleged in- 
fringer who cannot afford to defend may absorb the royalty costs 

in order to compete with other manufacturers who have secured holdings 
that the patent is invalid, cutting the profitability of his business 
and perhaps assuring that he will never be in a financial position 

to challenge the patent in court. On the other hand, the manu- 
facturer who has secured a judicial holding that the patent is in- 
valid may be able to increase his market share substantially, ané ne 
may do so without coming close to the price levels that would prevail 
in a competitive market. Because he is free of royalty payments, the 
manufacturer with a judgment against the patent may price his pro- 
ducts higher than competitive levels absent the invalid patent, yet 
just below the levels set by those manufacturers who must pay 


royalties. MThird, consumers will pay higher prices for goods covered 
by the invalid patent than would be true had the initial ruling ot 
invalidity had at least the potential for broader effect. And even 
if the alleged infringer can cseape royalty obligations under Lear 


when he is able to bear the cost ot litigation, any royalty payments 
passed on tO consumers are as a practical matter unrecoverable by 
those who in fact paid them." 


In Blonder, the dual aspects ot public policy involving 


finality of litigation and minimizing public or consumer economic 
disadvantages (such as pointed out in the footnote, page_24 supra) 
are coincident. Here these aspects are in conflict. 

We submit tl.at on close analysis, the rationale expressed in 
Schlegel and the Court below fail to give weight to the fact that of 
the vast majority of litigated patents 72% are settled by consent 
and that very few of these would stand up in court.* These 
“scarecrow” patents affect the public at large in terms of increasing 
prices and outweigh any burden imposed on litigants, and, we 


respectfully, submit upon the Courts.** 


* In those cases where consent decree estoppel was not applied, the 
patents were held invalid. See Addressograph, Kraly, Crane. In 
Addressograph, the Court held the patent invalid with very little 
expense of judicial time, saying: 


"This need not detain us long." 


**The burden on the Courts today in criminal and civil right actions 
are almost infinitely greater than the burden imposed by patent 
litigations. One autitrust case of moderate size eats more judicial 
line than a muitiple of patent cases. The same is true of a class 
action. We submit that any burden imposed on litigating patents 
otherwise the subject of consen! decrees is not unreasonable. The 
burden today of criminal and other matters should not be a basis 

for minimizing the importance o! Lear and Blonder~Tongue and the 
Constitution. 


CONSENT DECREE ESTOPPRI. 1S SUBJECT 
TO THE SAME INP IRMITIES 
AS LICENSE! FSTOPPEL 

Judge Weinfeld stated that Wallace Clark had the right to 
raise issues of infringement but not validity. But a distinction 
between validity and infringement cannot be drawn so sharply 
because a determination of infringement involves matters as to 
the merits of the invention, which relate to validity. 

Problems arise as to the scope of the invention. Are the 
claims to be read literally? May prior art be used to determine 
scope? Is the test of infringement one of equivalence with a prior 
infringing device or is the test the ordinary one of infringement? 
On this point, the Sixth Circuit, in Schlegel, could not find unanimity 
‘see the dissent of Chief Judge Phillips.). 

The same artificialities that had arisen in licensee estoppel 
will appear under the guise of claim interpretation. In Gat Gun 
Lubricating Corporation v. Adams Grease Corporation, 59 F. 2d 184, 
186 (2d Cir. 1932) Judge Hand, commenting on the necessity of claim 
interpretation, stated: 

"No doubt courts have wrenched the language of 
claims more than is necessary to include the 
defendant's "Gun" within the claim in suit. Were 
this a wide step forward - a “pioneer” patent - 
part of commanding originality, we might do so 
here. In such cases ordinary rules for the 
interpretation of written instruments fall in 


abeyance, however, judges may give them moot 
service.” 
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and Manufacturing Co. v. Golaberger, 
ee ee 


And in Grubman Engineerin 


47 F. 2d 151, 153 (2d Cir. 1931) he said: 


"The latitude we give does indeed depend how 
far the inventor has stepped forward; he 

may be a “pioneer”. When he is we stretch 
his claims to the breaking point." 


The language of the claim itself cannot be used alone as a 
basis of infringement. See Westinghouse v. Borden Power Brake Co., 


170 U.S. 537 (1898); Thompson v. Westinghouse Electric and Manu- 
facturing Co., 116 F. 2d 422, 425 (2d Cir. 1940); Pennington 
Engineering Co. v. House Engineering Corp., 136 F. 2d 210, 216 

(2 Cir. 1943); and Linde Air Products Co. v. Morse Dry Dock and 
Repair Co., 246 Fed. 834, 838 (2 Cir. 1917). Patent claims may not 
be interpreted narrowly to avoid the prior art and then broadly for 
infringement purposes. White v. Dunbar, 119 U.S. 47, 51; Skirow v. 
Roberts Colonial House, Inc., 361 F. 2d 388, 391. 

Lear recognized that the doctrine of contract estoppel was 
"radically" weakened by the introduction of prior art to limit claims. 
395 U.S. at 665. In this circuit, prior art may be introduced for 
the same purpose, notwithstanding a consent decree. General Electric 
Co. v. Hygrade Sylvania Corp., 61 F. Supp. 476, 491-492 (SDNY 1344 
Thus, the Lear incongruities and problems were put to rest with 


the abolition of licensee estoppel, only to rise again in consent 


decree estoppel. 


In Lear, these incongruities were noted: 395 U.S. at 665 


“Workable or not, the result proved to be an 
anomaly: if.a patent had some novelty Formica 
permitted the old owner to defend an in- 
fringement action by showing that the invention's 
nove] aspects did not extend to the inclusion 

the old owner's products; on the other hand, if 

a patent had no novelty at all, the old owner 
could not defend successfully since he would be 
obliged to launch the direct attack on the 

patent that Formica seemed to forbid. The in- 
congruity of this position compelled at least 

one court of appeals to carry the reasoning of 
the Formica exception to its logical conclusion. 
In 1940 the Seventh Circuit held that a licensee 
could introduce evidence of the prior art 

to show that the licensor's claims were not novel 
at all and thus successfully defend an action for 
royelties. Casco Products Corp. v. Sinko Tool 

& Manufacturing Co., 116 F. 2d 119. 


"In Scott Paper Co. v. Marcalus Manufacturing Co., 
326 US 249, 90 L Ed 47, 66 S Ct 101 (1945), this 


Court adopted a position similar to the Seventh 
Circuit's undermining the basis of patent estoppel 
even more than Formica had done. In Scott, the 
original patent owner had attempted to defend an 
infringement suit brought by his assignee by 
proving that his product was a copy of an expired 
patent. The Court refused to permit the assignee 
to invoke an estoppel, finding that the policy of 
the patent laws would be frustrated if a manu- 
facturer was required to pay for the use of in- 
formation, which under the patent statutes, was 
the property of all." 


It was this application of prior art which broke the slender 


reed of licensee estoppel. 


If prior art is not used in determining claim scope, the 
remaining theories of infringement cither require literal claim 
interpretation--an unacceptable test (see White, Skirow, Westinghouse, 


Thompson, Pennington and Linde Air, supra)--or equivalence to an 
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infringing structure. To date, this theory has been limited only 
to contempt actions, the patentee is given a greater monopoly than 
“he could obtain from the Patent Cffice." (Schlegel, dissenting 
opinion. ) 

The distinctions (1) between a consent judgment which determines 
validity but not infringement as opposed to one which determines 
validity and infringement, or (2) between a consen® judgment which 
might be binding and a settlement agreement which may not be 
binding, or (3) between the use of prior art to show that the 
alleged infringement merely tracks what is old as opposed to the 
use of prior art against validity and the uncertainty as to the 
tests of infringement in license or contempt situations -- cannot 
be satisfactorily compromised. 

These distinctions are subject to the same frailty as in Lear: 

"The result has been a failure. Rather than 
create a compromise there has been a chaos 
of conflicting case law proceeding on in- 
consistent premises." See Lear v. Adkins, 
395 U.S. 653 at 668. 
The heart of the problem is that a Court does not make an adjudication 
on the merits. It acts upon the stipulations of counsel; the 
public interest in consent decrees is never examined with the 
scrutiny and intensity required in an adjudication applying the 


standards of §103 and Graham. in fact, the standards are not applied 


St. “21%. 


1) 


The monopoly becomes approved by the Court und is of the same 
far reaching consequences as any monopoly. In Blonder, the Supreme 
Court criticized these legal monopolies but which fail to meet 
these standards (402 US at 343): 


“Although recognizing the patent system's 
desirable stimulus to invention, we have 
also viewed the patent as a monopoly which, 
although sanctioned by law, has the economic 
consequences attending other monopolies. 

A patent yielding returns for a device that 
fails to meet the congressionally imposed 
criteriz of patentability is anomalous. " 


a30s 


CONCLUSION 


In the final analysis, the public interest is based on the 
Constitution and the advancement of the arts and sciences. The 
elimination of those monopolies which create economic burdens on 
the population, as well as the free flow and use of ideas should 
outweigh the considerations identified in the Schlegel court and 
Judge Weinfeld below. The issue presented involves the same 
fundamental issues as Mercoid. 

The intrinsic merit of a patent is still the best safeguard 
of the public interest in sanctioning monopolies on good patents, 
as well as the interest of the courts and litigating parties in 
rendering final decrees and ridding the docket of patent cases. 


This merit should not be shielded from judicial review. 


H, BLAUST"IN 
HOPGOOD, CALIMAFDE, KALIL, 
November 1, 1975. BLAUSTEIN & LIEBERMAN 
Attorneys for Plaintiff-Appellant 
60 East 42nd Street 
New York, New York 10017 
212 986-2480 
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AFFIDAVIT OF PERSONAL SERVICE 


STATE OF NEW YORK, 
COUNTY OF RICHMOND | 3s.: 


EDWARD BAILEY being duly sworn, deposes and says, that 
deponent is not a party to the action, is over 18 years of age 
and resides at 286 Richmond Avenue, Statcn Island, N.Y. 
10302. That on the 3 By of Z > Si . 19 at 
No, 30 l7pd44) ae deponent served 
sevign Ley, ppp les 

upon nae wns 7" ar 

the (7 PEL AKL herein, by delivering a true 
copy thereof toh personally. Deponent knew the person so 
served to be the persayy mentioned and described in said papers 
as the Fixe pte AA_& therein, 


Sworn to before me, : 
this $ day of 74- 19 


= ats 
a 
° Sse #4 mwa 
. My er y Edward Bailey 


WILLIAM BAILEY i 
Notary Public, State of New York 
No. 43-0132945 
Qualified in Richmond County 
Commission Expires March 30, 197 


